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Dear Mr. Caton:

Yesterday, December 5, 1996, US WEST representatives met with Gregory Rosston,
Economist, Office of Plans and Policy, Patrick DeGraba, Economist, Common Carrier
Bureau and Jay Atkinson, Economist, Competitive Pricing Division to discuss
issues reflected in the attachment. US WEST was represented by Robert Harris,
Law & Economics Consulting Group, Inc., William Johnston, Executive Director
Markets, Federal Regulatory Strategy, Mike Crumling, Executive Director, Federal
Regulatory, and Cyndie Eby, Executive Director, Federal Regulatory.

In accordance with Commission Rule 1.1206(a)(2), the original and one copy of this
summary of the presentation is being filed with your office. Due to the lateness of
the hour when the meeting concluded, this summary is being filed on the day after
the meeting. Acknowledgment and date or receipt are requested. A copy of this
submission is provided for this purpose. Please contact me if you have questions.
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Ex Parte Presentation Before the
Federal Communications

Commission
Robert G. Harris

TELRIC is being l11isapplied by SOll1e advocates
at the state level

Robert G. Harris
December 5, 1996
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Unbundled Network Element
prices must include:

• properly calculateq TELRIC studies as a price floor

• reasonable allocation of Jt./Common costs

• economic depreciation lives

• recovery mechanism for embedded costs which include
a reasonable profit

Robert G. Harris
December 5, 1996

USWESTlnc.
Docket CC96-98 Page 2



The Rationale For Using TELRIC As A
Basis For Pricing Unbundled Network

Elements

• Set prices for ILEC' s facilities at rates which emulate the
performance of competitive markets, preventing
anticompetitive behavior.

• Model the entry costs faced by new facilities-based
competitors in the local exchange market.

• Provide appropriate "build or buy" incentives to new
entrants, deterring inefficient facilities construction in the
local exchange.

Robert G. Harris
December 5, 1996
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Incorrect Implementation Of TELRIC
On The State Level, Systematically

Understates Costs

• Instantaneous facility deployment is inaccurately
assumed.

• Facility placement costs are under estimated.

• Assumptions about capital recovery (depreciation lives
and cost of capital) do not reflect actual economic lives.

Robert G. Harris
December 5, 1996
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Instantaneous Facility Deployment Is
Incorrectly Assumed

• An efficient telecommunications provider would not
completely rebuild their networks with each technological
advance.

• An efficient provider would phase in its network upgrades
in higher volume areas first. For example, it is still
economically rational to use analog switches in certain low
density rural exchanges.

• Firms in competitive industries do not completely rebuild
their production facilities with each technological advance.
New plants earn temporary economic rents and old plants
are phased out when profits tum negative. Intel example.

Robert G. Harris
December 5, 1996

US WEST, Inc.
Docket CC96-98

Page 5



Facilities Placement Costs Are
Systematically Understated

• Correct estimates of the cost of a forward looking network
must include constructing new structure (poles, conduits,
trenches) for placing facilities.

• New entrants would have to build competing networks in
today's developed environment, tearing up streets,
gardens, sidewalks, and landscape.

• Carrier of last resort and ready-to-serve state regulatory
obligations increase network deployment costs because
service must be provided under very short time frames
even when resources (labor, materials) are scarce.

Robert G. Harris
December 5, 1996
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The Capital Recovery Assumptions
Being Used (Depreciation Lives and

Cost of Capital) Do Not Reflect Actual
Economic Risks

• A competitive local exchange market inevitably increases
economic risk, the cost of capital, and depreciation rates.

1

• States are using '''old'' prescribed qepreciation lives and
costs of capital.

• If new facilities are instantaneously deployed when ever
technology changes, depreciation lives would necessarily
be extremely short.

Robert G. Harris
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Systematically Understating TELRIC
Harms Local Exchange Competition

• New entrants' and incumbents' incentives to invest in
facilities-based net~orks are inefficiently curtailed.

• Dynamic technological gains from facilities-based
competition are reduced. Network infrastructure will
deteriorate.

• Even efficient incumbents could not provide services at the
costs estimated by these TELRICs, causing financial harm
to the incumbents if elements are priced below cost.
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